The purpose of this paper is to investigate the value relevance of earnings and book value in security prices from 1982 to 2001 in Korean stock market. The study examines whether the accounting earnings and book value have a nonlinear relationship to equity value by using an option-style model of equity. The study uses an option-style model of equity value to test the hypothesis that earnings and book value have a nonlinear relationship to equity value by examining firms listed in the Korean stock market (7,928 firm-year observations). To this end, the paper performs analyses for all samples and across subsamples divided into loss firms and profit firms, and observes changes in relationships over the past twenty years. This paper reports three sets of findings. First, the value-relevance of accounting earnings differs between loss firms and profit firms. Second, Korean firms differently acknowledge accounting earnings and book value for equity valuation. Third, an option-style valuation model can explain the nonlinear relationship between equity value and accounting earnings/book value. The important contribution of the study is to show the nonlinear relationship between equity value and book value in the Korean stock market. And the empirical results of the paper reinforces the adoption of a new equity valuation model that explicitly recognized the option that firms have to adapt their resources to the alternative uses available to them.
Introduction
The paper investigates the value relevance of earnings and book value in security prices from 1982 to 2001. The study examines whether the accounting earnings and book value have a nonlinear relationship to equity value by using an option-style model of equity. The paper is motivated by different empirical results of studies on value relevance of earnings and book value. The study addresses two research questions; first, is equity value a linear function of earnings? Second, is equity value a linear function of book value? Prior studies (Hayn, 1995; Burgstahler and Dichev, 1997a; Zhang, 2000; Chen and Zhang, 2002) give a direct motivation to this paper. Since Ball and Brown's (1968) study, many others have demonstrated that equity value is related to earnings and book value (Lev, 1989; Ou and Penman, 1989; Barth, 1991; Easton and Harris, 1991; Lev and Thiagarajan, 1993; Penman, 1991; Ou and Penman, 1993; Dechow, 1994; Ohlson, 1995; Feltham and Ohlson, 1995; Penman, 1996; Barth and Kallapur, 1996; Collins et. al., 1997; Easton, 1999) . These studies mainly rely on the equity valuation model, assuming the value of equity is a linear function of earnings and book value.
In the 1990s, new researches raise questions about assuming a linear relationship between equity value and earnings. For example, Hayn (1995) shows that earnings of loss firms are less informative about future prospects than profit firms because shareholders have a liquidation option. These results suggest that a relationship between equity value and earnings might not be a linear function across profit and loss firms. et al., 1997; Barth et al., 1998) . Pennman (1991) evaluates the accounting rate of return (ROE) as both a profitability indicator and a risk indicator. Using ROE for American firms over the 18-year period from 1969 to 1986, he finds a positive relationship between stock rates-of-return and ROE. Ou and Penman (1993) try to apply Ohlson's (1995) valuation model to find an accounting variable that explains the relationship among earnings, dividends, and stock prices. They find that apart from ROE, financial statement variables have little relevance to stock prices. They also find that appropriate division of data by financial distinction results in a higher return of a stock price's incremental explanatory power. Collins et al. (1997) investigate systematic changes in the value-relevance of earnings and book values over time and produce three primary findings. First, contrary to claims in the professional literature, the combined value-relevance of earnings and book values have not declined over the previous 40 years, and in fact appeared to have increased slightly. Second, while the incremental value-relevance of 'bottom line' earnings has declined, it has been replaced by an increasing relevance of book values. Finally, he finds that much of the shift in value-relevance from earnings to book values could be explained by an increasing frequency and magnitude of one-time items, an increasing frequency of negative earnings, and changes in average firm size and intangible intensity across time. Barth et al. (1998) test predictions that pricing multiples on, and incremental explanatory power of, book value (net income) would increase (decrease) as financial health decreases. Their empirical results are largely based on inclusion of controls for industry, size, return-on-equity, and volatility of equity returns. They find that equity book value and net income multiples and incremental explanatory power varies predictably across three sample industries that they have selected based on the likelihood of unrecognized intangible assets. Francis and Schipper (1999) investigate the value-relevance of financial accounting information to investors in the United States. Their analyses indicate that returns on perfect foresight trading strategies based on earnings signs and magnitudes, on levels and changes in earnings and book values, and on an assortment of fundamental signals decreased from 1952 to 1994.
They find the explanatory power that earnings levels and changes have on returns have decreased greatly over time. In contrast, they find no evidence of a decline in the explanatory power that book values of assets and liabilities for market equity values have on the explained variability of balance sheet relationships or the relationship between book value and earnings. Lev and Zarowin (1999) document a systematic decline from 1966 to 1977 in the usefulness of financial information to investors, manifested by a weakened association between capital market values and key financial variables (earnings, cash flows, and book values). They conclude that the main reasons for this decline in usefulness are increasing rates and impacts of business change and inadequate accounting treatment of change and its consequences. They link change empirically to reduced informativeness of financial data. In Korea, Jang et al. (2002) examine the value-relevance of accounting information. They compare the relevance of book values versus reported earnings. Their results indicates that overall relevance of book value and earnings increased from 1981 to 2000 and that the incremental explanatory power of book values increase, while that of earnings decrease.
Studies on the Relevance of Accounting Income and Equity Valuation
Some research has investigated why value-relevance of earnings has decreased while value-relevance of book values has increased in equity valuation, in terms of income and loss value-relevance. Collins et al. (1999) conclude that including the book value of equity in valuation specifications eliminates the negative relationship. Their results do not support the hypothesis that the importance of book value in cross-sectional valuation stems primarily from its role as a control for scale differences. Rather, their results are consistent with the hypothesis that book value serves as a general value-relevant proxy for expected future normal earnings for loss firms, and as a proxy for abandonment options for loss firms most likely to cease operations and liquidate. Collins et al. (1999) find that in profit firms, earnings are the value-relevant factor, while book values serve that function in loss firms.
In Korea, Kim (2003) hypothesizes that since shareholders might have liquidation options when losses are expected to continue, listed firms' recorded losses are less informative than their profits regarding their future business prospects. His empirical results support this hypothesis. Both the explanatory power and the magnitude of earnings response coefficients from previous studies (an increase in measured information contents of earnings being proportional to the length of the accumulation period) are related to reduce frequency in aggregate losses. His results support Hayn (1995) , but in most cases, Kim (2003) finds the Korean stock market to have a much lower magnitude of earnings response coefficients and explanatory power of the earnings and return relationship than the American market.
The papers discussed above have some important implications. First, whether intended or not, they document that value-relevance factors differ between profit and loss firms; previous studies did not examine this idea. Second, although they assume a linear relationship between accounting information and equity value and test their hypotheses using a linear valuation model, they suggest that there is a need for a nonlinear model that can more precisely explain the relationship between accounting information and equity value.
Studies on the Nonlinear Relevance of Accounting Income and Book Value in Equity Valuation
Since Ball and Brown (1968) published their paper, most financial market studies have used the linear valuation model, which assumes a linear relationship between earnings and equity value. The business environment in the real world, however, is not certain; decision makers such as CEOs are always open to the options of liquidating, delaying, or expanding their business. Recent studies have demonstrated that the linear assumption used in Ohlson (1995) and Feltham and Ohlson (1995) do not reflect the real world.
Burghstahler and Dichev (1997a) develop and test an option-style valuation model. Their main prediction is that equity value would be a convex function of both earnings and book value, where the function depends on relative values of earnings and book value. They find that when earnings/book value is low, a firm is more likely to exercise its option to adapt its resources to a superior alternative use, and book value becomes the more important determinant of equity value. Test results from a variety of empirical specifications are consistent with this convexity prediction. Yee (2000) incorporates adaptation into Ohlson (1995)'s residual income valuation framework and obtains an adaptation-adjusted valuation formula. Although the model is very basic, it makes two predictions consistent with phenomena reported in the empirical literature: earnings convexity and complementarity. Chen and Zhang (2002) examine the valuation roles of earnings and book values as well as cross-sectional differences in valuation properties, employing a real options-based valuation model. They find that as profitability increased, the value impact of earnings increases, whereas that of book value decreases and eventually become negative; the explanatory power of earnings increases, and that of book value decreases monotonically with profitability. The two accounting measures behave as valuation substitutes within a certain intermediate-profitability range.
The linear assumptions used in these studies differ from those in Ohlson (1995) and Feltham and Ohlson (1995) . Ohlson (1995) and Feltham and Ohlson (1995) use an equity valuation model that assumes a linear relationship between accounting variables and equity value, whereas the option-based valuation models do not. Burghstahler and Dichev (1997a) , Yee (2000) , and Chen and Zhang (2002) emphasize that since option-based models are able to incorporate a firm's option to adapt its resources to alternative use, they can reflect a real world business environment better than linear valuation models. They also find that the relationship between accounting variables and equity values is nonlinear.
Hypothesis and Research Design

Study Hypothesis
To investigate whether the accounting earnings and book value have a nonlinear relationship to equity value, we test the following hypotheses;
Hypothesis 1 (H-1): Equity value is a linear function of earnings.
Hypothesis 2 (H-2): Equity value is a linear function of earnings, controlling for book value.
Hypothesis 3 (H-3): Equity value is a linear function of book value, controlling for earnings.
The first hypothesis is to investigate whether firms have a linear relationship between equity values and accounting earnings. The second and third hypotheses are to investigate relative value-relevance and nonlinear relationship between equity value and accounting earnings/book value.
Empirical Model for Hypothesis 1
We test H-1 using equation (3-1), replicating the results of Jan and Ou (1994) and Collins et al. (1999) with our sample of loss firms, profits firms, and overall firms from 1981 to2001, using our earnings variables and equation (3-1), for example, the simple earnings capitalization model is as following: Where , is a normally distributed error term with mean zero and unspecified variance. Equation (3-4) approximates market value of equity for a given firm at time t as a linear combination of book value and expected earnings at time t. As E becomes extremely low relative to BV, BV becomes the sole determinants of V and b 2 approaches zero while b 1 approaches unity. In contrast, as E becomes extremely high relative to BV, E becomes the sole determinant of V and b 1 approaches zero while b 1 approaches the earnings capitalization factor. However, to test H-2 and H-3, equation (3-4) must be operationalized in a form that provides a nonlinear relationship so that the coefficients of BV and E may vary with the level of E relative to BV.
Tests for H-2 require a constant book value while testing for the incremental effects of earnings, and tests for H-3 require constant earnings while testing for the incremental effects of book value.
To test for the nonlinear form implied by H-2 and H-3, we divide equation (3-4) by BV t-1 as the measure of adaptation value to obtain equation (3-5); we divide equation (3-4) by E as the measure of recursion value to obtain equation (3-6).
The following variables are used in the empirical tests: P t Stock price three months after fiscal year t V t : Market value of equity (stock price 3 months after fiscal year t) × (number of shares outstanding at the end of year t) BV t-1 : the book value of equity per share at the end of year t -1 E t : Earnings in period t S t : Number of shares outstanding at the end of year t We perform a piecewise linear regression to test H-2 and H-3. In doing so, we control book value and earnings separately and then divide samples into groups as follows:
(1) Controlling for book value of equity Divide all firms into three equal groups (Burghstahler and Dichev 1997a) .
First divide all firms into profit firms and loss firms, and then divide profit firms into three equal groups (Hayn 1995) .
First divide all firms into a group of earnings management and others, and then divide the others into profit firms and loss firms (Burghstahler and Dichev 1997b; Song et al. 2004 ).
(2) Controlling for accounting earnings.
Divide all firms into three equal groups (Burghstahler and Dichev 1997a) .
Divide all firms into two equal groups.
Divide all firms into a group of earnings management and others (Burghstahler and Dichev 1997b; Song et al. 2004 ).
Variable Definition
The paper defines the variables used in the empirical analysis as follows: P t : The firm's stock price 3 months after the end of fiscal year t, where year t is the event year.
V t : Number of shares outstanding at the end of year t times the stock price per share 3 months after the end of fiscal year t.
BV t-1 : Book value at the end of year t E t : Income available to common stockholders in year t.
S t : Total number of shares outstanding in year t.
Empirical Results
Sample Selection and Data Source
The paper obtains all necessary data from the KIS-FAS and KISRI databases. These data sets span the 20-year period from 1981 to 2001. During the process of sample selection, the study includes firms with stock prices, book values, earnings, and other financial data sufficient for empirical analysis, but the paper excludes financial banking business firms due to administrative issues. Table 2 presents descriptive statistics for the sample of earnings per share, book value per share, and stock prices per share. The paper identifies 7,928 firm-year observations for the period 1981-2001. Total means of (P t ) is 19,844.40, and its highest value is in 1994. Total means of (E t /S t ) is 840.11; its highest value is in 1988, and it has negative (-) values in 1997 and 1998. Total means of (BV t-1 /S t ) is 20,397.28; its highest value is in 2000.
Insert <Table 2> about here
Multiple Regression Analysis Results
The study divides the total number of firms into profit firms, loss firms, and total firms to perform a simple linear regression between (P t /S t ) and (E t /S t ). Table 3 presents results for individual year regressions; (E t /S t ) is significantly related to (P t /S t ) in total firms. The simple regression analysis indicates that total firms earnings are significantly related to stock price. On average, adjusted R 2 and coefficient (b 2 ) decline in the overall period; these results support results in Collins et al. (1997) , Han (1998) . Table 3 indicates that in profit firms, earnings are significant variables of value-relevance, while loss firms exhibit decreased significance. These results also support the results of Hayn (1995) and Collins et al. (1999) .
Insert <Table 3> about here Table 4 shows the results of multiple regressions among earnings per share, book value per share, and stock price. The paper includes book value in the multiple regressions to test relative value-relevance between earnings per share (E t /S t ) and book value per share (BV t-1 /S t ) in profit and loss firms. As Table 4 indicates, profit firms have coefficients on earnings per share (E t /S t ) at a 5 and 1% level of significance in the term of 14 years, 1982-1991, 1992-2001, and 1982-2001 , and the coefficients on book value per share (BV t-1 /S t ) had a 1% level of significance in the term of 4 years, 1992-2001 and 1982-2001 . Loss firms, however, have insignificant coefficients on earnings per share except in the terms of 1987 and 1992, but have coefficients on book value per share of a 5 and 1% level of significance in the term of 8 years, 1992-2001 and 1982-2001 . These results suggest that in profit firms, earnings per share is a significant value-relevant factor, while in loss firms, book value per share is relatively more significant than earnings per share. These results also support those of Collins et al. (1999) .
Insert <Table 4> about here Figure 1 graphically represents the findings of multiple regressions; the solid line shows the results of a simple linear regression of earnings per share and stock prices per share, and the dotted line shows those of a multiple regression among earnings per share, book value per share, and stock prices in profit firms and loss firms by using dummy variables that divide total firms into profit firms and loss firms. Figure 1 shows the simple linear regression results in a steeper coefficient slope for earnings per share in profit firms than in loss firms. The multiple regression results in a steeper coefficient slope for earnings per share in profit firms than in loss firms (profit firms: 4.55, loss firms: 0.16). In contrast, the coefficient slope is steeper for book value per share in loss firms than in profit firms (profit firms: 0.02, loss firms: 0.12).
Insert < Figure 1> about here The results of the simple and multiple regressions allow the paper to conclude that H-1 (equity value is a linear function of earnings) is not supported. Therefore, the next part of the research focuses on whether stock price is a nonlinear function of earnings and book value.
Nonlinear Function Tests
The study tests simple linear regression and piecewise linear regression analysis, controlling for book value and earnings separately. Prior to the tests, the paper eliminates extreme data values; even with this elimination (controlling for book value: 7,928, controlling for earnings: 6,458), outliers are still present in samples. Therefore, the study eliminates samples greater than ROE (earnings/book value) = ±1 4.3.1 Descriptive Statistics Table 5 presents descriptive statistics for earnings controlling for book value (E t /BV t-1 ) and book value controlling for earnings (V t /BV t-1 ). The paper identifies 7,639 (E t /BV t-1 ) and 6,345 (V t /BV t-1 ) firm-year observations for the period from 1981 to 2001. The total means of (E t /BV t-1 ) are 0.06, and all samples are positive except for 1998. Total means of (V t /BV t-1 ) are 1.42, and are below 1 in 6 of the 20 years. Total means of (BV t-1 /E t ) and (V t /E t ) were 25.69, 27.01, and all samples are positive because all negative earnings are eliminated. Table 7 displays the results for the piecewise linear regression. It serves as a test of the predicted nonlinear earnings value-relevance because slopes and intercepts of the regression line are able to vary with the magnitude of E t /BV t-1 . Table 7 shows estimated coefficients for three ranges of E t /BV t-1 to provide a piecewise linear approximation of the nonlinear earnings value-relevance. The study divides the E t /BV t-1 into three parts with equal numbers of samples. Dummy variables D M and D H indicate the middle and higher profit firm group of E t /BV t-1 .
Coefficients reported in Table 7 represent the total intercept and slope coefficients for the middle group (i.e., b 1 +b 2 for the intercept and b 4 +b 5 for the slope) and the total coefficients for the higher profit group (i.e., b 1 +b 3 for the intercept and b 4 +b 6 for the slope). The t-statistics in Table 7 show that b 5 are insignificantly positive, but b 6 are significantly positive (1%, 5% level of significance) in 19 of 20 years. These results suggest that slopes do not differ between the lower firms and middle firms groups, but there is a significant slope difference between the lower firms and higher firms groups.
Insert <Table 7> about here 4.3.2.2.2 Piecewise Linear Regression Analysis: Dividing E t /BV t-1 into Two Equal Groups of Profit Firms and One Loss Firms Group Table 8 displays how the paper divides the E t /BV t-1 into two equal earnings groups and one loss group. Dummy variables D M and D H , indicate the lower profit ranges and higher profit ranges of E t /BV t-1 . Coefficients reported in Table  8 represent the total intercept and slope coefficients for the lower profit group (i.e., b 1 +b 2 for the intercept and b 4 +b 5 for the slope) and the total coefficients for the higher profit group (i.e., b 1 +b 3 for the intercept and b 4 +b 6 for the slope).
The t-statistics in Table 8 indicate that b 5 are significantly positive (1%, 5% level of significance) in 6 of 20 years, and b 6 are significantly positive (1%, 5% level of significance) in 19 of 20 years. These results suggest that slopes do not differ between loss firms and low profit firms groups, but a significant difference appeared in slopes between loss firms and higher profit firms groups. The study performs piecewise linear regression by dividing all data into three groups of equal numbers according to the magnitude of earnings/market value of equity. This serves as a test of the predicted nonlinear earnings value-relevance because slopes and intercepts of the regression line are able to vary with the magnitude of earnings management. The histogram displays a single peaked, bell-shaped distribution that is relatively smooth except in the area of zero earnings; earnings slightly less than zero occurred much less frequently than expected given the smoothness of the remainder of the distribution and earnings slightly greater than zero occurred much more frequently than expected. This phenomenon is consistent with the results of Burgstahler and Dichev (1997b) ; Burgstahler and Dichev (1997b) assume an interval range of 0 to 0.00003 to manage earnings. The paper assumes a high probability that earnings management data would fall in the interval range of 0 to 0.00003; therefore, the real earnings are not profit but loss.
Insert <Figure 2> about here Coefficients reported in Table 9 represent the total intercept and slope coefficients for the earnings management firms group (i.e., b 1 +b 2 for the intercept and b 4 +b 5 for the slope) and the total coefficients for the higher profit firms group (i.e., b 1 +b 3 for the intercept and b 4 +b 6 for the slope).
The t-statistics in Table 9 indicate that b 5 are significantly positive (1%, 5% levels of significance) in 18 of 20 years, and b 6 are significantly positive (1%, 5% levels of significance) in all 20 years. The loss firms group has a negative coefficient slope, and the earnings management firms and higher profit firms groups have a positive coefficient slope. The earnings management firms group has a particularly steep coefficient slope, which is steeper than that of higher profit firms group.
These results suggest a significant difference in slopes between loss firms and earnings management firms groups, as well as between loss firms and higher profit firms groups. Therefore, market value and earnings controlling for book value must have a nonlinear relationship.
Insert <Table 9> about here In summary, the results do not support H-2, which states that equity value is a linear function of earnings, controlling for book value. This suggests that equity value is a nonlinear function of earnings, controlling for book value, which is consistent with the results of Burgstahler and Dichev (1997a) Table 10 displays the relevance of book value (after controlling for earning) using a simple linear regression model. It shows that book value coefficients are positively significant at a 1% level in all 20 years, which is consistent with results of most financial market research (e.g., Burgstahler and Dichev 1997a; Chen and Zhang 2002) . Table 10 also shows that estimated R 2 increases over time (1982-1991: 0.43 < 1992-2001: 0.50 Table 11 displays the results of the piecewise linear regression. It serves as a test of predicted nonlinear earnings value-relevance because slopes and intercepts of the regression line are able to vary with the magnitude of BV t-1 /E t . Table 11 shows the estimated coefficients for three ranges of BV t-1 /E t to provide a piecewise linear approximation of the nonlinear earnings value-relevance. We divide the BV t-1 /E t into three parts with equal numbers of samples. Dummy variables D M and D H indicate the middle and high profit firms group of BV t-1 /E t . Coefficients reported in Table 11 represent the total intercept and slope coefficients for the middle group (i.e., b 1 +b 2 for the intercept and b 4 +b 5 for the slope) and the total coefficients for the high group (i.e., b 1 +b 3 for the intercept and b 4 +b 6 for the slope).
The t-statistics in Table 11 indicate that b 5 are insignificantly positive all 20 years, and b 6 are also insignificantly positive in all 20 years. These results suggest that neither lower firms and middle firms groups, nor lower firms and higher firms groups, have significantly different slopes. These results differ from results reported by Burgstahler and Dichev (1997a) and Chen and Zhang (2002 Table 12 shows the division of BV t-1 /E t into profit firms and loss firms groups. Dummy variables D t , indicate the profit firms group of E t /BV t-1 . Coefficients reported in Table 12 represent the total intercept and slope coefficients for the profit firms group (i.e., b 1 +b 2 for the intercept and b 4 +b 5 for the slope). The t-statistics in Table 12 indicate that b 4 are significantly positive (1%, 5% levels of significance) in 0 of 20 years. These results indicate that loss firms and profit firms groups do not have a slope difference, and suggest that the value-relevance of book value has a linear function shape.
Insert <Table 12> about here
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The paper performs a piecewise linear regression by dividing all data into two groups according to the magnitude of earnings/market value of equity (0.00003). This serves as a test of the predicted nonlinear earnings value-relevance because slopes and intercepts of the regression line are able to vary with the magnitude of earnings management. The t-statistics in Table 13 indicate that that b 4 are significantly positive (1%, 5% levels of significance) in 9 of 20 years, and in the pooled periods 1982-1991, 1992-2001, and 1982-2001 . These results indicate that earnings management firms and higher profit firms groups have significantly different slopes. Therefore market value and book value controlling for earnings must have a nonlinear function. These results are not consistent with results shown in Table 12 , which do not distinguish the earnings management group from all sample data. However, these results suggest that earnings management behavior may distort accounting information in the Korean stock market.
Insert <Table 13> about here
In summary, the empirical results do not support H-3, which states that equity value is a linear function of book value, controlling for earnings. This suggests that equity value is a nonlinear function of book value, controlling for earnings, which is consistent with the results of Burgstahler and Dichev (1997a), Zhang (2000), and Chen and Zhang (2002).
Conclusions
This study examines whether the accounting earnings and book value have a nonlinear relationship to equity value by using an option-style model of equity from 1982 to 2001 in the Korean stock market. We use an option-style model of equity value to test the hypothesis that earnings and book value have a nonlinear relationship to equity value. The purposes of this study are as follows. First, we use simple linear regression model of equity value and accounting earnings to investigate whether firms listed in the Korean stock market have a linear relationship between equity values and accounting earnings. Second, we use a multiple linear regression model of equity value and accounting earnings/book value to investigate relative value-relevance between accounting earnings and book value. Third, we use a piecewise linear regression model to investigate the nonlinear relationship between equity value and accounting earnings/book value.
The study performs analyses for all samples and across subsamples divided into loss firms and profit firms, observing changes in relationships over a 20-year period. In the third analysis, the paper divides the sample into loss firms, profit firms, and earnings management firms.
The results of this study are as follows. First, the simple regression of equity value and accounting earnings indicates that profit firms have a linear relationship between equity value and accounting earnings, but loss firms do not. These results imply that the value-relevance of accounting earnings differs between loss firms and profit firms. Second, the regression between equity value and accounting earnings/book value indicates that accounting earnings is the most significant variable affecting the equity values of profit firms, while book value affects the equity values of loss firms. These results imply that accounting earnings and book value are acknowledged differently for equity valuation across firms in the Korean stock market, which has a very important implication for Korean investors and CEOs. Third, the results of the piecewise linear regression model between equity value and accounting earnings/book value indicate that equity value is a nonlinear function of accounting earnings for a given book value, and a nonlinear function of book value for given accounting earnings. These results suggest that an option-style valuation model can explain the nonlinear relationship between equity value and accounting earnings/book value.
The important contribution of the study is to show the nonlinear relationship between equity value and book value in the Korean stock market. And the empirical results of the paper reinforces the adoption of a new equity valuation model that explicitly recognized the option that firms have to adapt their resources to the alternative uses available to them. V t : Number of shares outstanding at the end of year t times the stock price per share 3 months after the end of fiscal year t BV t-1 : Book value at the end of year t E t : Income available to common stockholders in year t E t /BV t-1: Book value of equity at the end of year t-1/Earnings in period t V t /BV t-1 : Market value of equity at the end of year t/Book value of equity at the end of year t-1 BV t-1 /E t Book value of equity at the end of year t-1/Earnings in period t V t /E t : Market value of equity at the end of year t/Earnings in period t 
